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PEOPLE'S REPUBLIC OF CHINA: KEY ECONOMIC INDICATORS (1) 
(Money values in billions of dollars except where noted) 


Exchange rates: 
1981: US$1/RMB 1.71 


1982: US$1/RMB 1.89 


INCOME, PRODUCTION, INVESTMENT 


Population, million, mid-year 
National Income 
Gross Domestic Prod (GDP) (3) 
Per Capita GDP (mid-year) (US$) 
Per Capita Income, Rural(US$) 
Per Capita Income, Urban(US$) 
GVIO&& (Billion 1980 RMB) 
GVAO&&& (Billion 1980 RMB) 
Total Investmt in Fixed Assets 
Urban Cost-of-Living Index 
(1980/100) 
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INDUSTRIAL PRODUCTION 


Crude Oil, million metric 
tons (mmt) 

Coal (mmt) 

Natural Gas, billion cu. mtrs 

Electric Power, billion KW hrs 

Rolled Steel (mnt) 

Cement (mmt) 

Chemical Fertilizer (mmt) 

Cotton Cloth, billion meters 

Chemical Fibers (thousand 
metric tons) 

Bicycles, million 

Radios, million 

Household Washing Machines, 
million 

Household Refrigerators 
thousand 

Electric Fans, million 

Cameras, thousand 
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AGRICULTURAL PRODUCTION (in millions of metric tons) 


Grain 325.0 353.4 
Rice 143.9 161.2 
Wheat 59.6 
Corn 59.2 
Tubers 26.0 
Soybeans 9.3 
Cotton 3.0 
Oilseeds 10.2 
Hogs, million head, year-end 293.7 
Large Animals, million head, 
year-end 97.6 
Tobacco 1.3 
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FOREIGN TRADE(4) 


Total Trade (US$ billion) 38.7 
Trade Balance (US$ billion) -0.1 
Exports F.0O.B. (US$ billion) 19.3 

U.S. Share (US$ billion) 2.0 
Imports, C.I.F. (US$ billion) 19.4 
- U.S. Share (US$ billion) 3.6 
U.S. SHARE OF CHINESE IMPORTS 

IN PERCENT 18.6 


& Change in exchange rates accounts for apparent drop in 


NI, GDP, and per capita figures. 

& & Gross Value of Industrial Output (turnover, not value- 
added ) 

&&& Gross Value of Agricultural Output (turnover, not 
value-added) 

(1) 1981 and 1982 Statistics based on State Statistical 
Bureau, Statistical Yearbook 1983 

(2) Growth is nominal and based on current RMB figures. 

(3) Estimated by inflating National Income by 16.5 percent 
to account for depreciation, non-material services, 
and rent. 

(4) Chinese estimates and U.S. Government data. 





SUMMARY : 


China's current economic reform began in 1979 and continues to 
move forward. China's reformers have brought agriculture, 
light industry and heavy industry into basic balance and are 
now promoting greater efficiency throughout the economy. The 
current industrial rectification drive is now focussing on 
improving managerial skills and transforming technically 
backward, inefficient industries. In agriculture, China has 
begun dismantling the commune structure and is developing a 
new system of rural management more appropriate to China's 
household contracting system. The private sector is also 
making a modest comeback in urban areas with some two million 
private businessmen playing an increasing role in the retail 
trade and service sectors. 


China's reform program still faces stiff problems--some of 
which are the creation of the reform itself. Runaway 
investment spending in the past two years is diverting funds 
and resources from key projects. Heavy industry growth, which 
topped 9.9 percent in 1982 and 12.9 percent in 1983-- 
outstripping growth in both light industry and agriculture--is 
threatening to undo the structural readjustment to the economy 
accomplished in the first four years of reform. The 
introduction of more local government authority and greater 
enterprise autonomy has also contributed to waste and 
duplication. The reformers have only made minimal gains in 
solving key problems of transportation bottlenecks and energy 
shortages. And China is yet to tackle the thorny problem of 
price reform. 


U.S.-China trade over the past two years has fallen from the 
1981 record volume of US$ 5.5 billion, and will probably reach 
only US$ 4.2 billion in 1983. The decline in trade is a 
product of a textile dispute and a shift in Chinese trade 
policy that now emphasizes increased South-South economic and 
trade ties. Our bilateral trade with China should, however, 
recover in 1984--given China's current emphasis on technical 
transformation of industry and the recent liberalization of 
U.S. export regulations. China has also recently issued a new 
set of investment regulations that should spur further U.S. 
joint venture activity in China. 





TRENDS 


China's Economic Reform Program Continues to Roll Forward: 
The dominant theme in the Chinese economy since 1979 has been 
economic readjustment--a movement away from the heavy 
industry-oriented economic model that dominated China's 
economic policy-making for almost 30 years. China's current 
readjustment policy has attempted to create a structural 
balance between agriculture, light industry, and heavy 
industry by increasing consumption at the expense of 
investment and emphasizing the development of labor-intensive, 
light industrial production. China's economic reformers 
believe that relatively small investments in light industry 
can translate into rapid production increases and meet rising 
consumer demand, create new employment, and earn foreign 
exchange for the technical transformation of the industrial 
sector. In addition, increased foreign exchange earnings can 
also purchase grain overseas and allow China to shift domestic 
acreage from grain to cash and industrial crops important in 
fueling China's light industry development. Readjustment has 
the additional benefit of lightening the burden on China's 
limited energy resources strained in the past by the 
energy-wasteful heavy industry sector. 


In pursuit of this basic program, China's reform-minded 
economic leaders have introduced a host of reforms and 
experiments to enliven the overall economy, including: 


- reform of industrial management, 

- replacement of budget allocations with bank loans, 

- substitution of taxes for profit remittances to the 
state, 

- use of bonus incentives in industry, 

- participation of private enterprise in the economy, 

- reintroduction of free markets in the cities, and 

- liberalization of the distribution systen. 


Far-reaching reforms have also hit the countryside. China has 
begun to dismantle the commune system and to redistribute the 
land on a contract basis to households. Rural fairs--the 
traditional form of free markets in the countryside--have been 
resurrected, and supply and marketing cooperatives are being 
reformed in order to increase availability of consumer goods 
in rural areas. These efforts have expanded the individual 
decision-making power of peasants, giving them a freer hand in 





marketing over-quota production and providing them with 
expanded opportunities to purchase heretofore unavailable 
consumer goods. 


The combination of these reforms and the emphasis on 
readjustment helped bring agriculture, light industry, and 
heavy industry into a rough balance by the end of 1982. 
During 1979-1981, China's readjustment policy succeeded in 
holding heavy industry growth to almost nothing. In fact, in 
one year--198l--heavy industry output actually showed a 

4.7 percent negative growth. Industry production during this 
same period shot up at an average annual rate of about 

14 percent. Agriculture grew at a slower rate, averaging 
slightly less than 5.6 percent average annual growth during 
the same three-year period. 


In 1982, with the general introduction of the household 
responsibility system in the countryside--and reflecting 
significant price adjustments--agricultural output value 
recorded its best year, topping off at an 11 percent growth 
rate. Heavy industry at the same time made a phenomenal 
recovery, shooting up 9.9 percent. Light industrial output, 
however, lagged behind, growing only by 5.7 percent. This 
imbalance in growth--with heavy industry in the lead over 
light industry--has continued into 1983, threatening the 
structure of the overall readjustment program. In 1983, heavy 
industry surged forward, recording a 12.1 percent growth rate 
over 1982. After a slow take-off in the first half of the 
year, light industry moved forward and grew by 8.4 percent for 
1983. 


China's current economic reform effort has been heavily 
inspired by senior economic theorist and Politburo Standing 
Committee member, Chen Yun. Premier Zhao Ziyang, however, has 
been the leader in the actual implementation of the overall 
program, closely assisted by former planning czar and Deputy 
Premier, Yao Yilin, and Finance Minister, Wang Bingqian. All 
three have been strong advocates of chopping back heavy 
industry growth and reducing local capital investment spending 
that lies outside the state plan. At the Sixth National 
People's Congress in June 1983, Premier Zhao further 
strengthened his reform team with the addition of two new vice 
premiers, Li Peng and Tian Jiyun, and with the appointment of 
a new minister in charge of the State Planning Commission, 
Song Ping. 





Technical Transformation China's Key to Industrial Progress: 
During the Cultural Revolution period from 1966 to 1976, 


politics was in command; the stress--even in economic 
work--was on "red" over “expert." Consequently, the current 
reform effort is short of qualified technicians to run China's 
factories. According to one Chinese survey, for example, less 
than three percent of the workforce currently manning China's 
large-scale and medium-scale enterprises is technically 
qualified. Few plant managers in fact have adequate 
Management training and expertise. According to one prominent 
Chinese economist, Ma Hong, only about one third of China's 
current factory managers are qualified to run their 
enterprises. China's reformers also discovered in 1979 that 
the industrial sector was riddled with many other problems, 
including low labor productivity, antiquated equipment, lack 
of cost accounting practices, deficit financing, and lack of 
incentives for quality production. 


The earliest reforms in 1979 and 1980 were aimed at cutting 
back on the blind pursuit of production without attention to 
real costs, overheads, and market demands. In addition, the 
reformers also attempted to link production more directly with 
pay, introducing bonus systems in almost all industries. The 
reformers also began experimenting with using central tax 
policy to encourage economic efficiency in industry and do 
away with the old program of profit remittances to the state. 
In June 1983, this program was introduced nationwide in all 
factories and enterprises. 


The current industrial rectification program--which began in 
1982--is a full-blown attempt after four years of 
experimentation to put technically qualified personnel in 
charge of enterprises, develop economic responsibility systems 
Closely linked to increased enterprise profitability, attack 
deficits and over-subsidization, and promote quality in 
manufactured goods. In recent months China's reformers have 
fired enterprise managers and party units secretaries who have 
mismanaged their factories. In a few instances whole 
factories have been closed down and merged with other units in 
cases where there was no hope of making the factory a 
profitable operation. 


China's current five-year plan through 1985 calls for the 
construction of 120 key projects. Economic reformers, 





however, are concerned that the overall development effort 
will fall short if at the same time attention is not given to 
upgrading China's 400,000 other enterprises. China's reformers 
point out that over the past 30 years, China has increased its 
gross value of industrial output (GVIO) almost exclusively 
through aggregate, qualitative expansion. By contrast, only 
20 percent of China's GVIO gains have come through technical 
progress. This is about the ratio, the reformers note, that 
was enjoyed by most industrial nations at the turn of this 
century. By the 1970's, these same countries depended on 
technical innovation and progress for 60-80 percent of their 
growth. In a recent speech, Premier Zhao Ziyang noted that 
the world is entering a fourth major technical and industrial 
revolution--an information revolution. If China does not 
transform its industries, he claims, China will fall even 
further behind the developed world. 


Imports of high technology equipment are critical to the 
overall technical transformation issue. In order to develop a 
more rational program of technical imports, earlier this year 
China embarked upon an experimental program in Tianjin and 
Shanghai, designating these two cities as special zones 
authorized to import technology to renovate and upgrade small- 
and medium-sized factories. The greater majority of the 3000 
technical renovation projects planned through 1985 will 
probably go to these two cities. 


China Begins Dismantling the Commune System: In terms of 
recent events in the countryside, the most interesting aspect 


of reform concerns China's efforts to dismantle the commune 
system. In September 1982, the 12th congress of the Chinese 
Communist Party approved the dismantling of the commune and 
the reintroduction of the township and village structure which 
existed in the early 1950's. This decision was in recognition 
of the massive changes which have taken place in the 
countryside since the introduction of responsibility systems 
at the production team and household level in 1979. By 
October 1983, nearly 20 percent of China's communes had been 
replaced with the township system. The implementation of the 
program, however, has been uneven with some areas, such as 
Tianjin, having completed the reform while other areas, such 
as populous Shandong, not yet introducing the program. 





The new structure provides a framework to develop further the 
household responsibility system, or as it is popularly known 
in North China, "dabaogan." In 1982 the party and government 
reached a consensus in favor of the broad-scale implementation 
of the household responsibility system throughout the 

country. Under the system, land is still owned collectively 
but is contracted to individual households that pay a fixed 
amount of their production to the collective and agree to meet 
government procurement targets for grain, cotton, or other key 
agricultural commodities. 


After a major campaign in the late fall of 1982 and early 
spring of 1983, the household responsibility system reached 
94 percent of China's agricultural villages and 80 percent of 
its grassland communities. The household has now replaced the 
production team as the basic accounting unit in the country- 
side. The government and party apparatus is now developing a 
system to link the various households economically with the 
village. In a large number of places, especially in North 
China, the old village cooperative of the 1950's is 
re-emerging as the most likely candidate to become China's 
rural development model. 


China's rural household responsibility system faces a critical 
test in the fall of 1983 and the spring of 1984 when the first 
wave of three-year contracts signed in late 1980 and early 
1981 comes due for renegotiation. Uncertainty over possible 


land readjustments under new contracts has caused rampant 
rumor-mongering in the countryside about the government 
commitment to the program and has produced a significant drop 
in farm investment and rural capital improvements over the 
past year. 


In order to calm peasant anxieties, China's reformers are now 
promoting longer contracts and minimal adjustments in 
landholdings. Five-year contracts will probably become the 
norm in many areas. There have, however, been signs-- 
especially in Shanxi--that longer contracts--up to 20 years 
--are possible. Agrarian reformers are especially concerned 
about what they call “excessive egalitarianism" in the 
countryside which has led to scattered plots and equal 
divisions to all members of a household--including the very 
young and very old. Some effort in the land readjustments 
will be made to consolidate holdings and encourage contracting 
on the basis of a household's labor force. 
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According to some Chinese agricultural experts, as much as 

70 percent of China's rural labor force is surplus. China's 
reformers are, therefore, interested in still another change 
in the countryside--the development of rural industries to 
better use this surplus labor force. Over the past two years, 
China has popularized the creation of so-called specialized 
and key households to engage in rural sideline production. In 
some model areas as many as one half of a village's households 
are involved in these activities. Party reformers hope that 
these households will eventually leave the land. Farmers that 
remain behind will have larger tracts of land that can be 
farmed more economically. In some areas in east and north 
China, this is already happening with the creation of 
specialized grain production households contracting for up to 
five hectares of land. 


Private Sector Playing Larger--But Modest--Role in Urban 
ommerce: Another major reform since 1979 has been the 
reintroduction of private-sector participation in the urban 
marketplace. During the Cultural Revolution era, radical 
economists and dogmatic politicians wreaked havoc with urban 
commerce. Retail distribution was reorganized into an orderly 
pyramid-shaped network with the factory at the apex and a 
limited number of retail distributors at the bottom. One 
price, one shop, one management style became the norm and the 
government slashed back on the number of retail outlets by 
more than 90 percent in major urban centers such as Beijing, 
Tianjin and Shanghai. The result was an ossified system in 
which the marketplace played no role and consumer interests 
were given little consideration. Long lines at most shops 
were common and rationing was standard operating procedure. 


As a result, China's private commercial sector almost totally 
disappeared by 1978, and in a population of almost one 
billion, only 150 thousand were engaged in private trade. 
Since the current reform drive began in 1979, however, the 
private sector has made a modest rebound. By the end of 1982, 
almost 1.5 million people or about 1.3 percent of the urban 
work force was engaged in private-sector activities. Of the 
some 6 million new workers that joined the urban work force in 
1982, 300 thousand or about 5 percent entered the private 
sector. In 1983, expansion of the urban private sector has 
been even more rapid, reaching 2 million workers at the end of 
the first three quarters of the year. 
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About one half of China's new private sector is engaged in 
retail sales. Another 15-20 percent is in the restaurant and 
food services, and an additional 15-20 percent is in repair 
services. Private-sector activities in processing and 
manufacturing remains a very small portion of the whole. It 
is important to note also that the private sector is still 
overshadowed by the massive state commercial system and that 
the government tends to support collective commercial 
activities over private-sector development. In some areas, 
however, private-sector business accounts for as much as 5 
percent of all retail sales. The state sector has in fact 
relinquished its role to private vendors in the sale of 
certain retail food items--such as fruit--where it has 
difficulty making profits because of government pricing 
policy. This has led to some urban inflation, but has also 
meant that the urban consumer is able to purchase more and 
better quality food items. 


China's Reform Effort is Generating New Problems: The 
successes of the reform effort have generated new problems as 
well as uncovered hidden problems in China's economic system. 
From the reformist point of view, the most serious problem in 
1983 has been runaway investment spending and an inability to 
concentrate scarce resources and guarantee funds for key 
energy and transportation projects. This problem first became 
noticeable in 1982 when investment spending mushroomed to 
55.6 billion yuan--22 billion yuan over target. This trend 
continued through the first nine months of 1983 with total 
investment spending running 11.6 percent above the level of a 
year earlier. 


The second important problem--previously noted---has been heavy 
industry's too-rapid growth over the past two years. This 
growth has exacerbated energy shortages, intensified 
transportation bottlenecks and tightened the supply of 
necessary raw materials for light industrial development. 

The high rate of industrial growth has come at the expense of 
economic efficiency as factory managers have emphasized 
production targets to make up for declines in 1980 and 1981. 
China's reformers have attacked this problem obliquely, 
launching a major attack on deficit enterprises in early 
October 1983 in an attempt to slow growth in certain key 
sectors and to relate that growth more directly to economic 
efficiency. 
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One area where the reform program itself has created 
significant new headaches has been in the expansion of local 
government and enterprise autonomy. Although yielding good 
results in many cases, the reform has also contributed to 
substantial duplicative investments and waste. A recent 
People's Daily editorial slammed provincial planners and 
officials who, in recent years while pursuing profits, have 
over-expanded production of key consumer goods in short 
supply--the so-called "three essentials" (bicycles, watches, 
radios). Now China produces more of these items, but their 
quality is often shoddy and inferior and consequently unwanted 
by consumers. Many enterprise managers have also taken 
advantage of the liberalization of policy to the benefit of 
their individual factories. The Chinese media, for example, 
have again launched attacks in recent months on factories that 
have indiscriminately issued bonuses without regard for 
increased production, undermining the basic goal of the reform 
itself. 


Transportation Bottlenecks and Energy Shortages Remain 
important Obstacles to Long-Term Growth: China's 
transportation network--especially its rail system and port 
installations--is woefully inadequate. China did manage to 
increase the movement of goods by rail in the first 10 months 
of 1983 by 4.2 percent, but the country's rail network had 
been unable to meet its quota for coal transportation for the 
first half of the year, exceeding quota for the first time 
only in August when the rail system moved slightly over 16,000 
carloads of coal out of China's 87 key coal-producing areas. 
Stockpiles of coal in east and north China fell as a result 
and Chinese officials are concerned that coal supplies in 
coming winter months may be insufficient to fuel industries in 
these regions. 


China's problems with coal movement--especially out of Shanxi 
province, China's coal center--are common knowledge. In spite 
of efforts to improve the situation by double-tracking and 
electrifying rail lines out of the province to Beijing and 
other industrial centers, a number of key transportation 
bottlenecks still exist. In fact, most of the major rail 
upgrading projects are not due for completion until 1990. 

This may be a major impediment to sustaining growth in the 
short term. 
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China's ports face a similar problem. China's reformers 
currently have plans to expand port facilities and construct 
41 new deep water berths in China's major ports. The ports 
are not only important for the movement of export and import 
cargoes--over 90 percent of which move by water--but they are 
also critical to domestic commerce since most of China's 
industrial build-up has been in the coastal provinces, and it 
is often easier to move key commodities and finished products 
by water. 


China's ports, however, have not been able to keep up with 
recent industrial growth and the demands of its open-door 
policy. In the first eight months of this year, the movement 
of goods by water increased by only 1.9 percent over the same 
time frame in 1982. The Chinese press reported in mid-year 
that China's ports were backed up with over 400 ships unable 
to off-load cargoes. The volume of incoming cargo in fact was 
so great that China's railways were unable to move it, and 
over three million tons of cargo stacked up in temporary 
storage along the wharves of various ports. The Chinese press 
indicated that the hardest-hit ports were in north China, 
especially Dalian, Tianjin and Qingdao. 


The current energy situation is not as critical as it was in 
1982. In the first 10 months of 1983, energy production rose 
6.7 percent. Within the energy sector, petroleum production 
continued to rise by about 3 percent in spite of real 
production problems over the past four years at China's Daqing 


and North China oilfields. Coal production has also continued 
to rise, topping 6 percent in growth in the first ten months. 
Energy production still lags behind China's overall industrial 
growth of over 10 percent so far this year, however, creating 
acute energy shortages in many areas of the country. 
Industries in many parts of China are operating at 
significantly less than capacity due to critical energy 
shortages. 


The greatest problem still facing China's economic reformers 
is reform of China's irrational pricing system. Prices today 
in China reflect neither true costs of production nor relative 
scarcities in the economy. Prices of agricultural products 
and industrial raw materials remain undervalued, while prices 
of finished products of industry tend to be overvalued. 
China's irrational price structure is the legacy of a policy 
adopted in the 1950's to spur industrial development. 
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Problems generated by the Chinese pricing system are perhaps 
most obvious in the energy sector. Partly because China has 
abundant coal resources and partly because the leadership has 
deliberately pursued a policy of subsidizing energy 
consumption, the government has significantly undervalued the 
price of coal. As a result, the price of coal today is so low 
that two thirds of China's mining districts are operating at a 
loss. On the international market, the price of three tons of 
coal roughly equals one ton of wheat. In China, one ton of 
wheat commands the same price as 15 tons of coal. Similarly, 
on the international market, the price of a ton of coal is 
equivalent to that of two thousand kilowatt hours of 
electricity. But in China, the same amount of electricity is 
priced at the same level as 11 tons of coal. China's energy 
subsidy for industry has indeed spurred production, but it has 
also led to waste and squandering of precious energy resources. 


China's reformers understand the problems created by their 
irrational pricing system. But price readjustments will also 
create thorny political problems and China's leadership may 
not have the political will to carry through on the necessary 
reforms nor challenge vested industrial interests. Removing 
or reducing energy subsidies by raising energy prices will 
raise production costs, reduce profits, and increase 
inflationary pressures. The party leadership is especially 
sensitive to these implications and is reluctant to adopt any 
radical measures that would create political conflict between 
reformers and industrial managers--and defenders of their 
interests in Beijing--or generate serious worker unrest. 


As an example of the leadership's nervousness over potential 
urban unrest, when purchase prices of farm products were 
raised significantly in 1979 and 1980, the government went out 
of its way to prevent the new price hikes from being passed on 
to the urban consumer. Instead, the government fully 
subsidized the 1979 price hikes and, after getting cold feet, 
passed out a special subsidy--still in effect today--of five 
yuan per month to every urban worker, basically negating the 
impact of the 1980 price hikes. China's reformers claim that 
they will begin to tackle the overall price issue in 1985, but 
they will need more courage to implement the program more 
effectively than demonstrated in the recent past. 





IMPLICATIONS FOR THE UNITED STATES 


Textile Embroglio and Shifting Chinese Trade Policy Diminish 
U.S. Trade Volume: U.S.-China trade reached an all-time high 
of US$ 5.5 billion in 1981. It then began a decline in 1982, 
falling slightly to US$ 5.2 billion. In 1983 the U.S. Embassy 
projects that U.S.-China trade will register an even more 
significant fall, to about US$ 4.2 billion. U.S. exports to 
China will bear the brunt of the two-way decrease in trade, 
falling from US$ 2.9 billion in 1982 to US$ 2.1 billion in 
1983. In contrast, China's exports to the United States will 
probably match their 1982 level of around US$ 2.1 billion. 


A major factor behind the decline in U.S. sales to China in 
1983 was a textile dispute which led to the U.S. imposition of 
unilateral controls on Chinese textile exports after textile 
negotiations collapsed in January 1983. The Chinese 
retaliated, officially boycotting the purchase of U.S. cotton, 
soybeans, and synthetic fibers. At the same time, China 
shifted its purchase of U.S. grain to other 
suppliers--primarily Argentina, Canada, and France. Asa 
result, U.S. sales of foodstuffs--mostly grain--will decline 
in 1983 to only US$ 600 million versus US$ 1.2 billion in 
1982 and over US$ 2 billion in 1981. China will fall 
significantly short of its commitment under the current 
long-term grain agreement with the United States to purchase 
6 million tons of grain in 1983. 


Another major factor in declining U.S. exports and trade with 
China has been shifting Chinese trade policy which in the past 
two years has paid more attention to South-South cooperation 
and resurrecting ties with the socialist bloc. China's 
exports to the Third World were up significantly in 1982, 
rising 6 percent in Africa (up US$ 60 million), 7 percent in 
Asia (up US$ 1 billion), 15 percent in Latin America (up 

US$ 175 million), and a whopping 45 percent in the Middle East 
(up US$ 1.8 billion). Although China's imports did not 
increase so spectacularly, China attempted to diversify its 
suppliers of key commodities in the third world, turning to 
Argentina, for example, for wheat and to Tanzania for cotton. 


In expanding its trade ties with the socialist bloc, China's 
trade with the Soviet Union and Eastern Europe rose 22 percent 
in 1982. In the round of annual barter agreements negotiated 
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with the Soviet Union and East European states in early 1983, 
the new agreements raised trade levels from 25 percent for 
Bulgaria to a doubling of trade for the Soviet Union to about 
uS$ 800 million. In 1982 Cuban trade also rose dramatically, 
jumping 70 percent as China stepped up its purchases of sugar, 
and trade with North Korea went up about 25 percent. 


At the same time, after running large trade deficits for 
several years, China moved to balance its trade with Western 
Europe and Japan. China cut its imports 10 percent and its 
exports 4 percent to Western Europe in 1982, shifting the 
balance of trade from a negative US$ 150 million to a surplus 
of US$ 180 million. Trade with Japan fell off 14 percent in 
1982 from about US$ 10.3 billion to US$ 9.0 billion. Japan's 
exports took the brunt of the decline, falling 30 percent and 
giving China a trade surplus. 


The overall impact of these various shifts was to reduce the 
developed world's share of China's trade in 1982. The 
percentage share of China's exports for the United States, 
Canada, Japan and the EEC fell from 44.1 percent in 1981 to 
42.8 percent in 1982. The import share declined even more 
dramatically from 74.5 percent to 68.9 percent. The slight 
decline in U.S.-China trade in 1982 thus should also be seen 
in the broader context of China's attempt to balance its 
overall trade with the developed world and to promote greater 
south-south cooperation. 


Positive Foreign Reserves Picture, Liberalization of Tech 
Export Regulations Should Boost Bilaterial Trade in 1984: 

In spite of the numerous problems that have plagued U.S.-China 
economic and trade relations in the past 18 months, the 
prospects that U.S. exports will recover in 1984 are excellent. 
This optimistic assessment is based on the assumption that 
China will fulfill its 1984 commitment to purchase six million 
tons of grain, that liberalization of U.S. export controls and 
the Chinese stress on technical transformation will open the 
gates to U.S. exports of highly advanced technology and 
machinery, and that China will mobilize a large part of its 
over US$ 14 billion in foreign exchange reserves for increased 
imports of needed machinery and raw materials for light 
industry development. This will lead to business 
opportunities for U.S. firms in the energy, electronics, 
computer, telecommunications, transportation and chemical 
sectors. 
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In 1982 China ran a US$ 2.9 billion txade surplus, bringing 
China's total foreign exchange holdings (exclusive of gold 
holdings) to US$ 12 billion. Chinese trade officials had 
Planned in 1983 to take advantage of this positive reserve 
situation and to expand Chinese imports, especially of needed 
machinery for the technical transformation of antiquated 
industries. However, bureaucratic inertia has apparently been 
a major obstacle to expanded exports in 1983. In the first 
ten months of 1983--although trade grew nearly 3 percent-- 
China was running a trade surplus of over US$ 1.2 billion as 
the growth in exports outstripped a growth in imports. Should 
China solve some of its bureaucratic problems with import 
purchases in 1984 and utilize its foreign reserve holdings, 
U.S. firms should benefit. 


China Now Has an Investment Code: Perhaps the most important 
news in recent months for U.S. business interests was the 
release in mid-September of the regulations for the 
implementation of the joint venture law that China passed in 
1979. The new implementing regulations fill in the bare 
skeleton of the law and codify Chinese contracting practices 
and policies developed since the law was first published. 

The new regulations address many of the more vexing issues 
confronting foreign firms, clarifying the formation process 
for a joint venture and the approval hierarchy. As such, the 
regulations represent a significant positive step in 
encouraging foreign investment in China. 


The publication of the new regulations comes at a time when 
U.S. business interests are taking a more serious look at 
investing in China. According to Chinese press reports, 
American firms now have invested in 16 joint venture 
operations in China with a total outlay of U.S$ 19 million. 
Although the number of U.S. joint ventures in China still lags 
behind the number of Hong Kong investments, American 
investment now exceeds all other countries in total value. 


This investment excludes U.S. petroleum interests. Twelve 
U.S. oil firms have already signed all-risk contracts for 
exploration and production in the South China Sea. The total 
drilling commitments of U.S. firms alone are estimated at more 
than US$ 300 million. In addition, activities in the 
petroleum sector are generating considerable sales of 
equipment and technology for seismic work, oil services, 
exploration and production. 
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Getting into the China Market: In addition to the new 
regulations fleshing out China's joint venture law, over the 
past five years China has begun to develop a whole host of 
other regulations in support of its open-door policy of trade 
and commerce with the West. Starting essentially from a “zero 
base" in 1979, China has now created legislation covering 
company registration, labor management, special economic 
zones, foreign enterprise taxation, exchange control, offshore 
petroleum exploration, and marine environment protection. 
Several other laws or implementing regulations are under 
development, including a patent law and foreign contract 
regulations. 


In its search for a balance between centralization and 
decentralization in foreign trade, China created the Ministry 
of Foreign Economic Relations and Trade (MFERT) in 1982 with 
the aim of consolidating two ministries and providing greater 
central leadership in foreign investment and trade practices. 
The new ministry has introduced a number of administrative 
devices--such as licensing and export duties--to achieve 
effective control at the center. 


At the center the proliferation of new "import-export" 
organizations which sprouted up in 1979-1981 has been slowed 

or reversed, and MFERT has asserted national responsibility 

for foreign trade. MFERT's technology import-export department 
now plays the key role in the approval of projects involving 
foreign technology (licensing, joint ventures), in decisions 


concerning the trading of commodities and goods, and in 
establishing national priorities. This is complicated somewhat 
by the fact that a number of ministries--including the 
ministries of electronic industries, metallurgical industries, 
aviation and coal--remain active in foreign trade. 


At the local level, the trading picture remains complicated 
because Guangdong, Fujian and Liaoning provinces, the 
municipalities of Beijing, Shanghai, Tianjin, and special 
trade zones in Guangdong and Fujian all maintain an element of 
autonomy. Given this complexity and the evolving nature of 
the central and local trade responsibilities, it is essential 
for U.S. firms to determine national priority of any 
particular project and to establish relationships with a 
number of key organizations in order to increase the 
probability of success. 
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China is open to a variety of business arrangements including 
licensing, equity joint ventures, contractual joint ventures, 
co-production, and direct purchases (generally cash 
transactions). Although there is considerably less emphasis 
on compensation trade or buy-back requirements for 
high-priority projects included in the state plan, these types 
of arrangements are also quite common. In this regard, the 
priority sectors for China's development continue to be 
energy, communications and transportation as well as the 
technical transformation of China's existing 400 thousand 
state enterprises. 


In particular, opportunities for U.S. firms exist in the 
following sectors: 


- Petroleum equipment and services (offshore and onshore 
exploration and development) 


Coal equipment and engineering services (especially 
open-pit mines and slurry pipeline development) 


Aircraft and helicopters 
Computers and computer software 
Telecommunications equipment, including earth stations 


Thermal and hydropower plant equipment, services and 
transmission lines 


U.S. firms are in a strong position to participate in the 
international bidding for several world bank-sponsored 
projects including the further development of the Daqing and 
Zhongyuan oilfields. The U. S. Trade and Development Program 
(TDP) is active in China and is involved in a number of 


projects which are likely to lead to feasibility study grants 
executed by U.S. firms. 


Many U.S. firms, both old and new to market, participate in 
technical seminar programs or exhibitions in China sponsored 
by the U.S. Department of Commerce or by private 

organizations in order to make themselves and their products 
known to a greater number of potential customers. Newcomers 
to trade in China may also wish to seek an invitation to the 
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Guangzhou (Canton) Export Commodities Trade Fair (held April 
15 to May 5 and October 15 to November 5 every year). 


U.S. Department of Commerce will sponsor the following trade 
promotion events in China in 1984: 


April 1984 "“INTERNEPCON"--China's second 
international presentation in 
electronics/semiconductor 
technologies--Bei jing 


May 1984 Marine Equipment Technical Sales 
Seminar 


July 1984 Packaging Equipment Technical Sales 
Seminar 


August 1984 Geological and Geophysical 
Exhibition--Beijing 


Fall 1984 OPIC Investment Mission 


September 1984 Animal Husbandry Technical Sales 
Seminar 


November 1984 "China Comm 84"--International 
Telecommunications, Computer and 
Electronics Exhibition and 
Conference--Beijing 


The U.S. Government, the American Embassy's Agricultural, 
Commercial and Economic Sections in Beijing, and the 
Consulates in Shanghai and Guangzhou can assist U.S. 
businessmen in China. The Foreign Commercial Service of 
the Department of Commerce, established in China in late 
1981, now has offices in Beijing, Shanghai, and 

Guangzhou. In addition, the Wational Council for 
U.S.-China Trade, a membership organization, maintains an 
office in Beijing, as do several cooperative organizations 
of the U.S. Department of Agriculture. 
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